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California recommends that the FCC eliminate the carrier common line charge

(CCLC), as CaJ"omla did with Its Intrastate CCLC in 1994, and order recovery of CCLe

revenue for both single and multi-line business customers. and for non-primary

residential lines by raising the subscriber line charge (SlC). To recover CCLC revenue

currently eamed from primary residential lines, the CPUC suggests use of a per line

charge paid by interexchange carriers (IXCs).

The CPUC further concurs with the FCC's proposal to set flat rates for both line

side and port side non-traffic sensitive local swlchlng cOsts, as callfomla has taken a

slmDar approach In Its Open Access NetwlJl'k Architecture and Development (OANAD)

proceeding. t Further, Calfomla supports establishing call-setup charges, which the

CPUC has already done for intrastate access. The CPUC also agrees with the FCC that

ch.rges for entrance facllm. and direct transport service should be flat-rated.

I CPUC Docket R.93-04-003/I.93-04-002.
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On the question of whether access reform thould be market-based or

prescriptive, the CPUC suggests blending the two approaches. CaHfomia proposal

would to divide the state Into "competltlve~ and "not-eufftclently-competltlve- areas,

applying the market-based approach In competitive areas, and the prescriptive approach

in not-sufficiently-competltlve areas. The CPUC's proposal is set forth In greeter detail in

§ II of these comments.

Califomia comments on a number of transition issues. Specifically, the CPUC

believes that universal service funding will be drected primarily to support higfHx)at

loops. Consequently, it would be appropriate to eliminate the CCLC. whiCh recovers loop

costs. In addition, california deClines to quantify the di1'rel'8nce between current

incumbent local exchange carrier (llEC) interstate access revenues and the revenues

they will realize under a restructured Interstate access scheme. The CPUC does

recommend that, if the FCC determines such a gap exists R that llEes are entitled to

recover that difference, recovery should not begin until after the FCC issues a final

access refonn order In "this docket. Further, CalifOrnia recommends that such recovery

be effected via a surct1arge on access customers.

California also proposes that the FCC require Incumbent price cap LECs to

develop fOlWard-iooking, economic costs be. on total service long run Incremental cost

(TSLRIC), or comparable, studies for terminating access. The CPUC explicitly opposes

the suggestion in the NPRM that end users be directly charged for Interstate terminating

access.

II. RATE STRUCTURE MODIFICATIONS

The NPRM tentatively concludes, and C8lifomia agrees, that current intentete

switched access rates are not reflective of how ILECs incur costs associated with
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previsioning switched aCCH$. Calffomia supports rate modifications that more closely .

reflect·cost causation. However, suctl modifications might have a disproportionately

large effect on small IXCs. The CPUC recogniZes that the FCC will balance the relevant

benefits of having cost-based rates and associated efficient use of the network against

the benefits created by a multiple provider environment. Some of the FCC's propouIa

will likely be considered In Califomla over the next two years as the CPUC completes its

OANAO proceeding, in which unbUndled element prices will be developed. California

provides the follONing comments on the NPRM's proposals for rate structure

modifications.

A. Alternative Methods of Recovery of Subscriber Loop Costs

CaUfomla believes that the Commission should eliminate the trafrto-

!len6itive federal CCLC. (NPRM, 1I80.) The CCLC is not cost-based, .,d shQuld

not be assessed on II per-minute basis. California eliminated Its intrastate CCLe

in the context of a rate design proceeding for Califomla's two largest LECs,

Pacific BeD and GTEC, precisely because It was not a cost-based charge and

was producing pricing distortion~ in the Intrastate toll market.2 In that rate design

proceedfng, the lost CCLe revenue was recovered by moving business basic

exchange rates to embedded cost and residential basic eXchange rates closer to

embedded cost.' C.lifomla recommends that the Commission recover CCLC

revenue for all business basic exchange service, inclUding both single and multi

line business. as well as secondary residential lines, by raising the SLC cap.

The recovery of the residential CCLC is more complicated. The Joint Board has

2 California PUC Decision (D.)94-<>9-065, dip op., p. 121.
J lQ., p. 122.
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recommended reducing or maintaining the SLC cap for residential and singl&-Iine

bUBine&S." Acxoepting this constraint for primary residentiaf lines, Caltfom!a recommends

that the remaining CCLe be recovered through a per line charge paid by IXCs. The

distinctiOn between primary and secondary residential lines is justified by the fact that,

increasingly, secondary lines are being used with modems exclusively for local calling 80

th8t users may not select a primary.interexchange carrier (PIC). Callfomla does not
,

believe that this per-lne charge will cause a conftlet with the directive In Section 254(g) of

the 1996 Telecommunications Ad. that IXCs charge their subscribers the same rates

within and between states. V\Jhile there will be variation tn this per line charge between

companies and states, the variation will be mitigated by the universal service fund which

Will direct support towards exceptionally hlgh-cost lines. California d08$ not support 21

-bulk billing- system whereby carriers providing interstate interexchange service ana

assessed a charge based on their share of interstate interexchang$ t$venuel. The

resulting CCLC charge would be indirectly related to usage to the extent that revenues

are dependent on usage, which would blur the price signals that the FCC is seeking to

sharpen.

California cautions against relying on universal service mech8nlsm8 to recover

the CCLC. This approach will not acamplish the Commission's goal of recovering

common line costs in a manner which reflects the way these costs are Incurred. (NPRM,

1158.) The CPUC rejected asimilar approach when It eliminated the intrastate CCLC,

During that proceeding a party proposed recovering CCLC revenue$ through a retail

surcharge. The CPUC determined that suen a mechanism would blur the price signals

that are the foundation of competitive efficiency. (0.94-09-065. slip. op., p. 121.) An

4 Federal-State Joint Board on Universal Service Recommended Decision, § 770.
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appropriately structured unlveraallJef'Vlce fund will allow IlECs to recover the federally

allocated portion of the cost of exceptionally high cost lines from that fund.

B. Subscriber Line Charge

Carlfomia supports the Commission's proposal to increase the cap on the SLC for

all multl-llne business customers, non-prlmary residential customers and cu.tome... that

have not selected a PIC to the per-llne loop costs assigned to the interstate jurisdie.tlon.

(NPRM,1I65.) In addition, California believes that the cap on the SlC for single lne

business customers should al$() be raised. (kt.)

Prior to l'lIising the Sle cap, California believes that the Commission

should coordinate its a'''Ament of the competitive conditions In local markets

with state commissions, which are in the best position to evaluate competitiVe

conditions in loc;aI markets. (NPRM, 165.) In addition, differing degrees of rate

ftexfbility for the SLC and local rates could lead to inconsistent and confusing rate

treatment. The CPUC also believes that rate deavel'llglng of the subscrtber line

charge in a manner that is Inconsistent with the level and degree of averaging of

local rates is potentially problematic and would not lead to the efficient pricing that

the FCC is seeking.

III. LOCAL SWITCHING

A. Non-Trame Sensitive SwItching Charges
Tn. Commission proposes establishing flat-rate charges for both line aide and

port4lde non-trafflc sensitive local switching costs. (NPRM, 11 72-73.) The NPRM

solicits comments as to how to determine costs and, more generally, how to establish

efficient rate structures. The FCC notes that states may have developed relevant

experience with these issues by fulfiling their obligations under § 252 of the 1996

5

R=98% 415 703 4592 01-29-97 04:31PM P006 ~07



JFN-29-1997 13:38 CPl.J: LEGr=l. FRONT OFF ICE 415 ?03 4592 P.07/19

Telecommunications Act. In the CPUC'S OANAD proceeding. parties reached

agreement that costs 8I8OOiated with line and port cards shoUld be me8SUred on a ftat

monthly basis. (See Attachment A,) While the CPUC has not set rates for these

elements in the OANAD proceeding. It has ~ItablistledInterim rates in numerous

arbitrations that uae the OANAD cost data and apply a fixed mark-up for shared and

common costs. Thus interim rates are flat. monthly charges for line and port card8. (A

copy of the rates established in a recent arbitration awan:( Is contllined in Attachment B.)

B. Tratllc..s.nsltlve Switching Charges

The NPRM proposes aHowing incumbent LECs to establish cal-setup chargee.

(NPRM, 1J 76.) CaHfornla supports this proposal, having estllblished call-setup charges

for intrastate switched access two years ago. In the most recent review of the CPUC's

Incentive regulatory framework for Pacific Bell and GTE California, the CPUC determined

that call set-up charges were more reflective of how incumbElM LEes incurred costs for

switched access. This conclusion was confirmed when parties adopted a similar result In

the OANAD consensus costing principles.

The NPRM suggests that ILECs could be directed to or allowed to deJlelop peak

and off-peak pricing for shared local switching facilities. (NPRM, 11 77.) In developing the

consensus costing principles In California's unbundling (OANAD) proceeding, parties

concluded that it was premature to examine peakloff-peak pricing. Consequentty, the

CPUC cannot offer the FCC the benefit of its experience on this le8ue.

c. entrance Facilities and Direct Trunk T...naport Servlcas

The CPUC agrees with the FCC's tentative condusion that entrance facirlties and

direct trunked transport service should be recovered through f1at-rated Charges. (NPRM,

"86.) In the CPUC's OANAD proceeding, parties reached consensus that flat-rated

charges best reflect how inaJmbent LEes incur these costs. Further, the CPUC views
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the Commluion's tandem rate propoeal in,. 54 .. promising. But In light of California's

pending OANAD proceeding" the CPUC declines to offer more detailed comments.

IV. APPROACHES TO ACCESS RATE REFORM AND DEREGULAll0N

A. Callfomla Supports A Blended Approach to Access Reform

The NPRM propos.. two different approaches to access reform - a market

based approach and a prescriptive approach. (NPRM. 1 140.) The market-based

,approach relies on market forces to move Interstate access rates down to more cost-

basecllevels. The NPRM further proposes a plan for reducing regulation in two phases

as competitive benchmarks 81'8 achieved short of substantial competition. In the

prescriptive approach. the FCC would move prices to cost-ba8ed levels quickly. In 11

145. the FCC asks commenters who propose a blended approaCh to describe how the

two approaches could be 'melded.

Although Callfomia is in the midst of a transitIon from monopoly to competitive

local telecommunications mar1<ets, the CPUC has not yet resolved the specific issue of

how to achieve access rate reform and deregulation. Thus, California cannot offer the

FCC the benefit of its direct experience in reforming rates and deregulating ILEes in

response to the onset of competition. California, however. sugges1s that the FCC

consider combining elements of the market-based and pl'8scrlptlve approaches. based

on the fact that competition for access services will develop at different rates in different

r'fIarkets.s VYh~e the market-based approach should prove to be effective in San

S In its March, 1996 decision adopting interim wholesale discounts and additional pricing
flexibility for Pacific Bell and GTE California, the CPUC addressed this very issue~

"While we find that varying degrees ofcompetition can be expected in certain market
segments within Pacific's and OTEe's service territory in the ncar term, we do not find
evidence that Pacific and OTEC will automatically lose their dominant market position
overnight merely because CLCs have been granted certificates to enter the local exchanae
market ... Accordingly, we shall grant limited additional pricing flexibility to the LEes
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Francisco or Los Angeles wher8 competitors are already in the market place, it would

have less chance of success in Barstow or Yreka. Removing barriers to entry may not

be enough of an incentive for faclltles-based competitors to move Qutside urban areas In

the near tenn.

This blended approach would divide a state into two a.,.as: competitiVe and not

suffiCiently-competitive because California anticipates that competition will not develop at

a uniform rate in al areas of the state. However, any serving wire center which is

cummtty providing unbundled elements to at least one competitor not afftIlated with the

IL~C and meets a majority of the Phase I criteria as described in , 163 could be

classified as "competitlve-. lhe requirement that the competitor not be an ILEe atftllate

addresses the concern that genuine competition should exist in that market.

Also, in , 147 parties are asked to comment on Whether carriers would be able to

$111ft C08t8 among services under a blended approach. V\lhile the melded approach

would treat the competitive and not-sufflciently-competltive are. as discrete entitles. the

possibility remains that the ILEe will be able to cross-subsidize reduced revenues In

competitive areas with artificially higher rates in not-sufliciently-competitive areas,

resulting In large part from the underlying embedded cost studies whiCh rely on

company-wide data. The phased reduction of access charges for not-sufficiently-

competitive are~s and limited recovery period should reduce the potential for cross

subsidizetlon. Rates in the not-sufflcientty-competltlve areas would be capped with only

downward pricll13 flexibifJty allowed.

effective March 31, 1996 in relation to the degree ofcompetition we expect to materialize
in the immediate:future. It would be prematUre, however. to make sweeping ch&mges in
LEC pricina rules at this point before competition has become sufficieutly developed.
LEe pricing flexibility must be granted in progressive stages in proportion to the
responsiveness of the market to competition". (CPUC D.96-03-020, slip op., p. 45.)
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The martcet-based approach would be employed in those geographic areas which

meet the test to be considered cOmpetitive. Accee8 rates In the oompetItIve ..... would

be capped at current rates, but IlECs would have downward pricing flexibility to a

TSlRIC floor. The CPUC reeommends that the FCC re-evaluate whether market forces

heve beens~ul in reducing access charges at the end of three ye.-s. The criteria

to be used should inclUde, but need not be limited to, the following: 1) anlllysis of the

rates the ILEes are setting for various aooess services; 2) review of the changes in

demand for access services; 3) changes In ILEe market share relative to other carriers;

.,d 4) changes in the number of access competitors in the area. If competition has

developed in the areas, additional entrants likely will have entered the market

The prescriptive approach could be employed in all areas which do not pus the

competitive test. While the ILEC would be granted pricing flexibility in the not-sufllclently-

competitive areas, rates would be capped at a lower level each year. The transition to

cost-based rates would not be immediate, but would be phased in, for exampt., aver

three years. In the initial stage, all rate. would be reduced by one-quarter of the

difference between current rates and TSLRIe-based rates. At the end of the first year,

rates would be reduced to 50% of the difference, 75% of the difference at the end of the

second year, with TSLRIC rates in effect at the end of the third ye•. In all years, the

TSLRIC-~ rates would include a reasonable Share of joint and common costs.

The daUifieation of particular araas as "competitive- or "not-sufftciently-

competitive- should be reviewed after two years to determine whether competition is

developing in any of the not-suftlclently-eompetitive areas which would warrant shifting to

the market-baud approach in the particular area. In that review, the ILEe should be

required to demonstrate the degree to which competition has developed in areas

originaDy classified as not-sufliclently-competitiVe.

9
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Under the blencIecI approach for access reform, forward-lookJng cost studies must

be performed on a qeographically deav.raged basis. In the competitive area, the lEe

will have the option c:l pricing within a 'Ninclow, with a cap set at current ratea, and the

floor, at TSlRIC. For the next two years, the ~lllngwill become the highest rate

charged in the prior year, and the floor will remain the same. This will allow the LEe to

respond to competitive pricing by lowering rates within the rate band, based on the

...umptlon that they face etrectlve competitors in the particular market. After three

years, the FCC will need to review the nIte levels to determine whether its goals for

access reform have been met.

Not-eufflciently-competltlve areas require the more presCrIptive approach

because. without competitors in the area. the ILEC has no Incentive to rectuce Its acceu

charges and every incentive to keep them as high as possible to defray potential

competitive losses from reducing acceas charges In competitive areas.

B. The P.....nce of Sube1antl.1 Competition Should Be Demonstrated
Before Deregulation Occurs

In' 153. the Commission asks whetherhigh-capaclty (hl-cap) special access

services should be removed immediately from price cap regulation, or whether LEe

acce. services should receive similar treatment. In the case of hi-Cap services,

California proposes use of the same blended approach discussed above. California has

experienced stgnlflcant competition for transport services In r~cent years, but only in

particular geographic areas. Only In those areas does hk:apacity access service

warrant increased LEe deregulation. California is not convinced that other LEC access

services face a similar degree of competition.

In 11155, the Commission asks what geographic area should be used to

detennine if a particular service is subject to substantial competition. Certainly a

10
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..

atatewideme~mentwould be far too gross a measure, especialy for a state like

california which Includes the tiny towns ofVolcano and Shingle Spmg8, ae well as

metropolitan loe Angeles and San Francisco. CI...ifiClltion by standard Metropolitan

Statistical Area (SMSA) appears to the CPUC to stil include areas where competition

could develop at different rates. The CPUC recommends instead that the clasSificatiOn

be done at the serving wire center level.

The CPUC agrees with the FCC's tentative conclusion that Incumbent lECs must

prove that competition exists for access service before the regulatory ftexibility the FCC

proposes is granted. (NPRM, 11 149.) California's proposal would require ILEOs to

demonstrate the presence or absence of competitors. This demonstration would Include

the number of crosa-connects and the number of unbundled loops provisioned which are

easily verifiable, and should also include clear indicators of competitive presence in a

specific a..... In addition, to gain pricing flexibility, ILEC. would need to dernonatr8te that

a substantial portion' of the FCC's Phase J criteria have been met.

California concurs with the FCC's tentative conclusion in 11 156 that demand

responsiveness on the part of ILEC customers is an important factor in evaluating the

competitiVeness of a particular market. The presence of just one competitor, with II

single large customer, for access services does not suggest effective competition. A

better measure of competition would be the ability of a variety of customer classes to

choose among competing access prOViders. For example. residential and small

business, as well as large business customers, should be able to choose an altemativ.

provider for access. A Competitive Local Exchange Carrier (CLEC) serving only II few

large businesses In a metropolitan area would not suffice. Market share should be

considered in conjunction with other factors in measuring the degree of competition, as

the FCC proposes in 11 158. Using market share alone as the measure would be

11
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inappropriate bec:ause 1) the data can be skewed by a handful of large UMI'S choosing to

buy access from a provider other than the lEe, lind 2) a competitor's inabIlity to gamer

significant mar1<et share may result from other factors, such as inefficiency or Ineffective

marketing. Addltlonaly, actual pricing behavior in particular markets is indicative of the

d8grH of competition In those m.-kets.

v. PRESCRIPTIVE APPROACH TO ACCESS REFORM

In 11222, the NPRM tentatively concludes that some sort of TSLRlC pricing

method be used to set interstate access rates under the prescriptive approach to access

refonn. In' 224, the NPRM suggests that.state commissions might be better suited to

evaluate TSLRIC-based studies beoause wstate commissions generally have more

experience with cost studies.· Certainly, the states' current experience with arbitration

cases filed under the 1998 Ad. has given many state commlnlons an oppcrtunity to

review a variety of total element long-run inQ'8l118ntal cost (TELRIC) or TSLRIC cost

studies. Consequently, states have become proficient at reviewing and evaluating

. forward--lOOklng cost studies. California proposes that states with on-going proceedings

be authorized to continue the process of evaluating and adopting cost studies. Once 8

state has adopted final TSLRIC-ba&ed rates developed in a formal proceeding, the state

should than have an opportunity to propose changes to interstate access chargee tnat

were developed by the FCC as a result of this proceeding.

The CPUC Is concemed that, although intrastate access lind Interstate access

may be distinguished juriSdictionally, from a network perspective they are identicai. Both

types Of access charges share the use of the same network elements, and therefore the

costing standards adopted should be similar. Any differences will present arbitrage

opportunities.

12
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The FCC seeks comment on whether federal guidelines should be developed for

perfonnlng state cost studies. While California apprec::iates the FCC's dHire for

consistency In developing costs for access, the CPUC opposes the development of

guideltnes because the FCC's guidelines may differ from how the state originally

conducted its costs studies. Aa mentioned above, any differences between state and

federal access rates would result in arbitrage opportunities.

In addition, like many states, Califomia has expended significant staff and party

resources over the past few years in deVetoplng cost studies based on its ConHnaus

Casting Principles. These principles served as the basis for the TSLRIC studies

produced for the CPUC's OANAD proceeding and were used In evaluating the TSLRIC

studies themselves. For the FCC to now require the states to modify these cost studieS

potentially would invalidate Caltfomla's work to date. Further, revising our cost studies

would Involve another significant resource investment that would be drawn away from

other important obligations Imposed by the 1996 Telecommunications Ad, including

arbitrations. Other states are on paraDeI tracks in their own unbundling proceedings

VI. TRANSmON ISSUES

A.. Unlv.....1service Joint Board Recommended Dec••1on

The NPRM suggests there may be an opportunity for double recovery of coats if

carriers are allowed to recover funds from both the federal universal service fund

proposed in the Federal-State Joint Board Recommended DeCision and Implclt subsidies

in access rates. (NPRM,' 244.) California believes that new revenues from a uniVersal

service fund allocated to the federal jurisdiction should result in a dowmwrd adjustment

to the price cap mechanism. This policy is consistent with the approach Calfomia has

.' 13
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taken with Its Intrastate universal service program,- If correctly structured, universal

service funding will be dll'8Cted primarily to support exceptionally high-cost loops;

therefore, It would be appropriate to lower the CCLC which Is Intended to recover loop

costs. To the extent that a camer can demonstrate that another basket or serviCe

category generates a disproportionate share of any implicit subsidyI the carriers should

be alowed to reduce the price cap Index (PCI) for the baskets or service category,

•
B. Identification of Potantlal LEe Revenue Om....nces R....ltlng From a

Change In Access RMtt Structure

The FCC seeks comment on lithe potential difference between the revenues that

incumbent LECs generate tram current interstate access charges and the revenues that

revised access charges are likely to generate". (NPRM, t 242.) Further, the FCC seeks

comment on -both the estimated magnitude of that difference and the extent to which

alternative methode of recovery of that difference should be permitted". ag.)

California recently wrestled with these very questions. and other related

questions, In a phase of Its Local Competition proceeding. There, the CPUC examined

the financial impacts associated with the rules Callfomia adopted to implement local

exchange competition. In that proceeding. the CPUC gave the LECs the opportunity to

offer a showing as to whether the CPUC's rules for competition prevent the LECs from

earning a fair retum on their Investment. In contrast. the NPRM appears to assume that

a revenue impact will result from an FCC decision to move acoess charges closer to

economic costs. In addition, the CPUC ldentlfted a legal basis for potential recovery of

any failure of the CPUC's rules to afford the LECs the opportunity to earn a fair return

and recover Invested capital. The NPRM seeks comment to assist the FCC In

detennlnlng whether a legal or equitable basis exists for recovery at any cost dltrerences

, California PUC 0.96-10-066.
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....ulting from the access reform proposals.

The CPUC determined that, as of the date its decision issued in september.

1996, not enough experience In a competitive marketplace had been realized for the

CPUC to reach any m_nlngful conclusions about potemisllosses to the LECs from

regulatory changes Intended to foster competitiOn. Nor could the CPUC quantify any

potentialloues.7 Califomia pennitted the two latgest Incumbent LEes, Pacific Bell and

GTE California, to I'8tUm to the CPUC after January 1,1997 with any requests for

compensation based on adual experience in a competitive market In light of the

CPUC's deferral of a policy decision on these issues In California. the CPUC deems it

1n8ppropiate to respond to all of the FCC's querieS on this topic at this time.

Calfomla does wiSh to comment on one subsidiary Issue, howev~r. The FCC

seeks comment on *whether the amount of any difference should be determined and

fixed as of a date certain, such as the enactment of the 1996 Aer. (NPRM.1f 255.) The

CPUC believes that the amount of any possible difference(s) between LEe revenues

under the existing- access charge scheme and revenues likely to be generated under a

new access rate structure should be determined no ,ooner than the effective date of an

FCC order adopting a new access charge structure. The LECs will not be lOsing any

revenues attributable to a change in access charge structure until such 8 change occurs.

Panage of the 1996 Act did not, in and of Itself, cause a change in the access charge

sd1eme to take place. Rather, the Aa contemplated that the FCC would effeauate such

a change in a subsequent order. Once that order Is issued and effectiv., the lEes will

realize Its impact, if any. If the FCC determines that a revenue realignment is warranted.

7 California authoriDd competition for facilities-based local exchange carriers effective
only in January, 1996, while resale local exchanae competition was authorized effective in
March, 1996.
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the realignment similarly should become etreetlve at that time.

c. A Surcharge M.y Be An Appropriate Recovtl'Y lhchanitm

The NPRM addltlonaly seeks comment on what means of recovery, If any, the

FCC should adopt for the potentia) difference between existing LEe Interstate accees

revenues and revenue. likely to resultfrom a new acceu charge structure. (NPRM,'

260.) The NPRM offers for comment a market-based recovery SCheme, as well as

several regulated recovery mechanisms. Because California Is proposing 8 blend of

market-based and regulated access charge approaches. the CPUC supports a regulated

recovery mechanism, suggested in th, NPRM. (NPRM,' 264.) The CPUC believes that

in competitive areas, an explicit recovery mechanism may not be necessary, and that

competitive losses should not be recoverable at alJ. Further, California considers it

premature to determine now whether the LECs; in competitive areas, will not have an

opportunity to eam a fair rate of return.

For areas where the prescriptive approach is used and the FCC decides that

ILEes are entitled to revenue recovery, California proposes that the FCC alow

incumbent LEes to impose a surcharge on all access customers including affiliates of

ILEes. This is the class of telecommunications users who actually purchase access

services, and thus cause the costs of providing access. To the extent that the FCC

determines there will be a gap between eXisting LEe Interstate access revenues and

revenues resulting from a change In the access charge scheme, that gap Involves

access charge revenues only, which currently are paid by access customers. Callfomia

falls to see the consistency in requiring. broader class of customers to pay the potential

difference in access revenues.

16
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VII. R8IIUlation of TerminatingA~ .

The NPRM acknowledges that competition has developed for originating access,

but expresses concem that no comparable competitive market appears to be developing

for terminating access. (NPRM, t 271.) Specifically, the NPRM notes that while the

eallng party selects the provider of originating access, the called party chooses the

provider of terminating access. ag.) As a consequence, the FCC suggests that -even

with a competitive presence in the mart<.et, tennlnating access may remain a bottleneck

controlled by ~ichever LEe provides access for a particular aJStomer". <!d.)

To remedy the problem it perceives, the NPRM proposes somefonn Of continued

regulatory oversight of terminating access provided by incumbent LEes which are

subject to price cap regulation. (NPRM,! 271.) In p.-tlcu1., the NPRM offers three

options: 1) establish a rate ceiing that would prevent an incumbent price cap LEe from

charging more for terminating access than the forward-looking, economic cost of

providing the service, 2) require these LECs to develop forward-looking, economic costs

based on TSLRIe-type studies, and 3) require the incumbent price cap LEe to charge

the end user for the service. (!g.)

Califomla supports option 2, which Would require incumbent price cap LEes to

base their charges for interstate tenninating access on forward-looking, economic cost

stucles. This approach is consistent with the CPUC's approach In its open network

al'Chlteeture proceeding, where the costs of intrastate tennlnating ac:ceu are being

determined. California suspects that the costs of intrastate and interstate terminating

access are virtually, if not actually, identical. Thus, the CPUC's intrastate cost studies

would suffice for establishing forward-looking, economic costs for interstate tennlnating

access.

17
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Further. calfomfa explicitly opposu the proposaf to charge aJ&tomers directly for

the cost of terminating an interstate call. This approach would be a dramatic change for

customers, who most likely would not understand why they would &udcienly be paying to

rwceiYe 8 call. as opposed to paying to place 8 call. In addition. some customers, a8 the

NPRM suggests, undoubtedly would refuse to accept cells if they knew that doing so

would mean incurring a charge. (NPRM, 11275.) Such a result would not contrtbute

significantly to the development of competition for terminating access. but would produce

customer confusbn, complaints. and perhaps lower utilization of the network.

VIII. CONCLUSION

The CPUC respectfully submits these comments on the FCC's access Charge

reform NPRM for consideration In this docket.

Janl,lary 29, 1997

By:

R_pectfully submitted,

PETER ARTH, JR.
UONEL 8. WILSON

~~~~~4-IL..
HeI8n Mickiewicz

Attorneys for the People of
the State of california and
the Public UtUities Commission
of the State of California

!06 Van Ness Avenue
San Francisco, CA 94102
(415) 703-1319
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The""~tina in the OAND cost IlUdyworksbops have reached aareemeat that the

fbllowiDs nine c:osrins priIK:ipla. with usociat8d apllllltOty text, sbou1d repJace the principles and

text that appear in AtpchnMm A ofthe AsIiped CommiPioner's Ruling.

Prillciple No.1: LoDe naD.""piII • period ............ tllat aD COlD an avoidable.

is syDOII)'IIIOUS with vohrnz "'Njtjyc aDd tbelein DOt syDODymOuS with avoidable. Avoidable costs
,r

caD· inclucIe both v01umHealitive IDd voiume-iDIcmitive COlts. The purpose oftijs principle is to,

PriBapl. No.2:

Cost cau..uoais a consistlllt IIId ftmdemetal priDcipio ofTSLlUC 1tUclieI. The priDciple

ofCOlt C'"arion should be ,dm1 10 ddauiaethe appcopriateDca ofiDc:ludins a cost in a TSLlUC

StUdy. Thebasic priDciplo ofcost (au_Oil is tbatoDly those costs that Ire caused.by a cost object
jl

. irltbe loas nmIbauId be directly auributab1c to that cost object. Costs are coDlidcnclto be C'used

by a cost object iftbe~ are broulbt~o exiIIenc:e u a clirectreaaltoftbe eoat object or, in the

lema nm, CID be &'VOided wbea the c:ompauy ceases to provide the cost object.

For &" Impl.. witbiD the telec:oaummiCllions iDdustry, the principlc ofcost QllsariOD is best

viewed from the....ofprovidiDg • service aDd wbat COltS are DeCelS''Y to offer that service.

AU COltS ca'ed by acllc:ili0ll~ oIir alll'Yice IbouId be iDducIlCl iD a TSLlUC st:udy oftbat service.
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PriJadpie No. 3:

CODIeIllUI CMIiDI Principles
1l93-G4-003. 1.93-04-002

TIae aacn._t 1IdiId... lie die eatire ..uulily of tile service
provided, aot e_lacreate _ ••ad.

l. TSLlUC studies for .cIiMgrIpted ....1 oftbe LBCtI DelWOtb sbIlIfonn the bais of

TSUUC .ldieIfbrLEC "scnicesll2 lOdIIt the results aftho cost lCUdies for "dilagrepted

pitas" wiD be b1iDd to the "..-vices" that use thole pieces.

2. The TSLRIC ItUdy for eICh "di..,-esated piece" sbaII U. aD iaa..- ofdemad equal

to the......dIrPPd fordlat •.......111 piece. I«0Il all ita~ u an input to LEe

·..-vices"~ ifIppIiClble, u • ......, rari&d LBC "service." The TSLlUC study for

each ·etinIarered piece" IbID IepII'I!Ily ideaIifJ the wJume.iDlaitive aDd volU1J1&O

..~ COlts tor dill ·cti.........-cl piece," takiDa·iDto I«IOIJD! tbe eIIIire agrepted
. r

3. The TSLlUC IIUdy fer tlCbI.BC ....."·IbIII·iDdude tbe·.na:-t I ttirive, COltS ofIbared

"m..,1jIItIdpieces" lad tho total GOIIJ (botb.wlurnm .ZlIitiYo IDeS voh-.iDI·.tiw) for

.~di.."'"....arfiIDQicDdIat..derficetecI UDiqueIy to the L'EC ".-vice. beiDa.....
I For putpDIII oftllis CODIeIJIUS"" the tInD "di..........·piIce· hal been lased in place of

the terms • "bIIic "-.IaN=doD." "buic..-..k~ DelWOrk
c1C111C11t" that UIId in iadiYiduII AItIp.... DOt praiIeIy dcIDed here.
·clin • ...toabiPlrhMllal dOQ·tIa ... ladbalts· ...auc:h.u.
__ but (tJpicIIIy) a IoMr J.veI of...._ dIaD tariIW~...... Some·cln.....
pieces" may. bDMMIr. be ofNaed u ...,...ay tIri&d seMcesmIdcIition to beiDa used u iDputs
to bundled LEC-services.

2 The 1erDI· • rein to acpuatcIy taI'i8ed LBC scnioI or cuaaiCU, whiGII may
buAdle topther ·diet piecea" or .-y 0 pi_" for' pubUc
purchase.
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4.

.. CODteDlUS Collins Principles
:R.93.()4.()()3~· I.93-G4.Q02

The TSIJUC lCWly for cadi. illdMcIua1 LEe "service" sbaII noc include ~lume-iDseIISitive

costs ofsbInd. "diuareP"Clpieces." JnsteId.tbeT~C for the IfOUP ~fservices ibat

share ..di....eptcd pieces' IbaII iDclude the vo~iDIeuitivc cost of the shared

..di....'epredpieces· plus~ n1evaDt volume-seasiIiv costs.

S. The totI1 iDa'tmtatofdmIIftd II tbe'wdjg.1ptlCd piece" level is used to detInDiDc the size

and the chIncteristics oftbe tedmolosY that sbaIl be usecltodecerminc the TSLlUC.
. .

The parties .. that this M'rina priDc:ipIe would procluc:e COltS that are· relevant for
.. .. .

detennininB \\'heIha- crotHUbsidia1ion exists. AD parties reHrVe the riJbt to produce or request

additional cost-studies for otherpUlpOlCS IIld to ideatify other purposes for TSLlUC cost stUdies.

PriDCipie No. ~: Art rUllCtioa .....1")' to ;-....ce a ...nee .ut bave' .. usociated
cost.

This piuQpie...... tbIt lIlY is1ioD11K '"Y to produc:a In ou&pul or t41ec»ncrmmicmOll

service bu.an auociated cost:-whItbm" that COIl is wlumI •=dIidVe orwb~ The

usoc:iatcd cost oec.sary to oka service IbouId mtum be·iDcIuded in • TSIJUC aDIlysis. There

sbaIl be aPRlIUIDprinn thIt DO costs areuk..... demoDstrated to the coatrary. The J*tY seekins

to demonstrate samk costs bas the burden ofpoo£

Priadple No. 5: Co.... COItI,. if...,.. are aoe part of a TSLRIC ~dy, acept for a
TSLlUC study oftbe tina u....... ~

3
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CoaIeDIus COIIina Principles
·1l9J.04.OQ3,l93..()4.()02

TSLlUC ItUcIia IbIIl iDdudcs costs that are oa. called ov..... COSI$ iftbose costs are

CII'1Od by the dec:iIioa to cdfer the co. object. TSLRIC studies ofiadMclual.mca IbaII exclude

cwem.ds tbal.e not cIemoMt.1Ied to be ell..by the COIl object. R8copiIicm Qfsuch costs wiD

be treIIId u apiciDs'" No COlt ibI1l be IIIUIIIOd to be~~ cost on·the

basis olits ICCOlmriDa ttdlaM'"

PriDcipIe No. ,: T .,. a••" CGIt..., INa tile Ieal-
, COIt, alJ tIIat iI CUi.iDtIJ an pardi...

Tbia priDcipIe ..... tbat a TSUUC IDIIyIia IbouIdbebuecl OD the emtml or planed. .

Joradon cfiwildi'.1IId0UIIide" fIciIiti.-"!be Ieut-eoat.most'" ticbaoloaY. The

leIst-costteel"" Iboukl niect akDowIlllldpro..... -+MIoBY that is deIrIy lctt4tified IDd is

in '*' at I.. pania1ly. today.

PriacipIe No. 7:

TSLItIC .... Ibdbe..............; LCo'. daey IbID DDt nIec:t acamppnYs embedded

bale of'&riJitMw :Ratba', die IIUdy IbI1l SCCCMmt for GIlly tb8111D1t eIIcieat IDdcost~ meau
. 1

ofproyidiDs die Iriice. ptficieney nquna that tb1ure co.. be tIkeD iIIto Icconqt. Future costs
~

Priadple No. I: Colt be ,.,...... 'or tile ..... 08tpIIt of lpeCirac.w-
.... wit ·_erk fuctioaI icIa co_prise the
JeI"ricII pIllS aD otIIet III'VIce .pecIftc.eosts.

4
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CoDStDSUS Costiq Principles
ll.93..Q4.003.l93-Q4.002

~
1

The cost methodology jmplementaricm should~ that costs for scvjces which use the

neEWOIk· in the·same way are treated.~ in terms·of the nerworJc Amctions contnDutiog to

tbeirrespeaMQOIIS. Spec:iicaDy. tbeplflillletcnofvoJume, disIaDce IDd duratiou. and time ofday,

IS to their efFect on cost. shau1c! be co.nsiIteDtly applied. i'om. service to service to the =cnt that the,

sa'Yices use the netWOrk in the SlIDe way aDd to the same extent For example, peaklofI:.peak coSt

difFereaceI sbaIl be baed 011 the ...,.....s-at...ofall dircc:dy substitutable services within

PriDcip•• No.. ,: ne na8 iIIawatataI COlt ......... ,hall apply to aU
Wi ad ...............ad IIOD-Ieplated, COIDpetitl¥e aDd
DOII-CGI8pedtiw.

A TSLlUC study sbaJl be buIcloa a spoci8c .. ofcoltillg priDciples and data that yields
. _.

coDSisteat COlt resuIta that can be compared to all savices. DeW aDd exiJEiDI. replated aDd non-

Types orCOlts

TbfouBbout tbisdi.c..ssicm, varioUs col1iD& tenDS have bem UICCl. 1bete terms - such II

suImtted to the 0rea0D Public Utility CQrnmiaion(PUC) in Docket UM·3S1 (1993). This repon

ideDtified the foUawma types ofcolU UIOCiued with basic DfJlWOIk fimctions:

Vola......sitift costI- CostS that vary withdlqelin the outpUt~ accordiDg
to the cost driven Clllblished for the output. (It is imponaDt to DOte WE the term volume
sensitive is not S)'IlOII)'IDOUS 'CVith the terms usqe-sensmve or~~tive.)
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